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AUDITOR'S REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE 

LEGISLATURE AND THE COUNCIL ON NAMA KHOI LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Nama Khol Local 
Municipality, which comprise the statement of financial position as at 30 June 2010, and the 
statement of financial performance, statement of changes In net assets and cash flow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory information, as set out on pages ... to .... 

Accounting officer's responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and In the manner required by the Local 
Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) 
(MFMA) and the Division of Revenue Act of South Africa (Act No. 12 of 2009) (DoRA). This 
responsibility includes designing, implementing and maintaining internal control relevant to 
the preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate accounting 
policies; and making accounting estimates that are reasonable in the circumstances. 

Auditor-General's responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 (Act No. 

1 08 of 1 996) read with section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 
2004) (PAA) and section 126(3) of the MFMA, my responsibility is to express an opinion on 
the financial statements based on conducting the audit in accordance with the International 
Standards on Auditing and General Notice 1570 of 2009 issued In Government Gazette 
32758 of 27 November 2009. Because of the matters described In the Basis for disclaimer of 
opinion paragraphs, however, I was not able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. As a result of the matters detailed below. I was unable to obtain sufficient appropriate audit 
evidence as to the completeness, existence, valuation and allocation and the municipality's 
rights to property, plant and equipment disclosed as R366 127 630 (2009: R342 147 789) in 
note 14 to the financial statements; 

• Property, plant and equipment with a carrying value of R1 14 389 797 could not physically 
be verified due to the fact that the asset register did not contain adequate descriptions, 
seria! numbers, locations and conditions of the items included In the register. 

• Title deeds for property, plant and equipment amounting to R12 230 898 could not be 
obtained. 
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o The management of the filing system did not function effectively, resulting in sufficient 
supporting documentation for transactions and additions amounting to R66 287 630 not 
being provided for audit purposes. 

e Property, plant and equipment not In working condition, duplicated on the fixed asset 
register and not belonging to the municipality amounting to R18 693 564 were not 
removed from the asset register and assets amounting to R32 808 405 were not Included 
on the asset register and subsequently In the financial statements. 

® The municipaiity did not review at each reporting date the residual values, useful lives 
and depreciation methods of property, plant and equipment In accordance with 
paragraphs 61 and 71 of SA Standards of GRAP, GRAP 17 Property, plant and 
equipment (GRAP 17). The municipality did not comply with these requirements In the 
current and the prior year. 

« Paragraph 53 of SA Standards of GRAP, GRAP 17 Property, plant and equipment 
(GRAP 17) requires each part of an Item of property, plant and equipment with a cost 
that is significant In relation to the total cost of the item to be depreciated separately. 
Major components of some items of property, plant and equipment were not accounted 
for and depreciated separately. The municipality did not comply with these requirements 
In the current and the prior year. 

The municipality's records and Information available did not permit the application of 
alternative audit procedures regarding property, plant and equipment. 

Accumulated surplus 

5. I was unable to obtain sufficient appropriate audit evidence to verify the existence, 
completeness, rights, valuation and allocation of accumulated surplus disclosed as 
R312 072 642 (2009: R294 807 198) In the statement of financial position and In the 
statement of changes In net assets due to supporting documentation that could not be 
obtained for debit transaction amounting to R16 184 455 and credit transactions amounting 
to R14 131 283. The municipality’s records and Information available did not permit the 
application of alternative procedures. 

Revenue 

6. As a result of the matters detailed below, I was unable to obtain sufficient appropriate audit 
evidence as to the completeness, accuracy, occurrence, cut-off and classification of revenue 
disclosed as R153 682 956 (2009: R116 065 349) In the statement of financial performance: 

® Accounting policy note 21 .2 Is not In accordance with SA Standards of GRAP, GRAP 9, 
Revenue from exchange transactions, since revenue from the sale of prepaid meter 
cards is recognised immediately on receipt of cash and not only at the stage when the 
municipality no longer retains continuing managerial Involvement to the degree usually 
associated with ownership or effective control over the goods sold. As a result, the sale 
of prepaid electricity revenue was Incorrectly recognised as revenue, instead of deferred 
income as required by GRAP 9. Due to the volume of transactions Involved I could not 
quantify the extent of this misstatement 

e The filing system was not managed effectively, resulting In income received amounting to 
R3 872 492 that could not be supported by sufficient appropriate audit evidence, 
e Services were not billed monthly. I was not able to calculate what the Interest charged 
against trade and other receivables and Interest earned on revenue should have been 
had the services been billed monthly as the relevant Information was not available. 



o I could not be provided with the approved tariffs for the proceeds from land sales 

amounting to R106 817. Furthermore, land was sold below market values.l was not able 
to calculate what the land sates tariffs charged against trade and other receivables and 
land sales revenue should have been had the tariffs been applied correctly as the 
relevant information was not available. 

e An unexplained difference of R3 477 883 074 was identified between the approved 
valuation roll and the valuation roll on the system, which Is used to levy property rates. I 
was thus unable to perform all the procedures that I deemed necessary to confirm the 
property taxes disclosed as R20 096 156 {2009: R19 730 831) in note 23 to the financial 
statements. 

The municipality’s records and Information available did not permit the application of 
alternative procedures regarding revenue. 

Expenditure 

7. As a result of the matters detailed below. I was unable to obtain sufficient appropriate audit 
assurance as to the completeness, accuracy, occurrence, compliance and classification of 
expenditure disclosed as R130 846 046 (2009: R1 18 484 328) In the statement of financial 
performance: 

® The management of the filing system did not function effectively, resulting In sufficient 
audit evidence for debit transactions amounting to R44 728 771 and credit transactions 
amounting to R9 794 810 not being prowded for audit purposes. 

® The depreciation charge on property, plant and equipment as disclosed in note 14 to the 
financial statements amounted to R1 1 780 730 (2009: R1 1 206 377). However, due to 
the matters listed In paragraph 5 above I was unable to obtain adequate audit assurance 
as to the accuracy of the depredation charge for the current and prior year. 

• Property, plant and equipment to the value of R2 703 820 were incorrectly classified as 
repairs and maintenance. The total extent of the error could not be determined. 

• Finance costs to the value of R1 831 113 were Incorrectly classified as bulk purchases. 
The total extent of the error could not be determined. 

o General expenses and employee related costs to the value of R1 267 877 were 

incorrectly classified as repairs and maintenance. The total extent of the error could not 
be determined. 

The municipality’s records and information available did not permit the application of 
aiternative procedures regarding expenditure. 


irregular expenditure 

8. The completeness of irregular expenditure disclosed as RO (2009: R14 456 926) in note 
47.3 to the financial statements could not be confirmed, as undisclosed irregular 
expenditure amounting to R17 608 117 was detected during the audit process. 

This expenditure related to the procurement of various goods and services and was 
considered to be irregular due to non-adherence to supply chain management regulations. 
The weaknesses In the system prevented me from determining the extent of the error or to 
perform alternative procedures. . 



Fruitless and wasteful expenditure 

9. i could not confirm the completeness of fruitless and wasteful expenditure of R319 702 
(2009: R284 460) as disclosed In note 47.2 to the financial statements as management did 
not implement a sufficient system to enable them to Identify, investigate and record all 
Instances of fruitless expenditure. This was aggregated by the limitations placed on the 
scope of the work performed during the auditing of expenditure. There were no satisfactory 
alternative audit procedures that I could perform to obtain the required level of assurance. 

Capital commitments 

10. 1 could not obtain adequate audit assurance as to the completeness, existence and valuation 
of capital commitments of R41 708 999 (2009: R31 31 3 797), as disclosed in note 49 to the 
financial statements as management failed to maintain a complete contract register or any 
other documents to enable me to quantify the capital commitments. There were no 
alternative procedures that could be performed to obtain the required level of assurance. . 

Receivables 

11 . As a result of the matters detailed below, I was unable to obtain sufficient appropriate audit 
evidence as to the completeness, existence, valuation and allocation, and the municipality’s 
rights to receivables from exchange and non-exchange transactions disclosed as 
R29 997 668 (2009: R25 302 725) In note 19 and 20 to the financial statements: 

» Paragraph 58 of the South African Statement of Generally Accepted Accounting Practice 
(SA Statements of GAAP). IAS 39 (AC 133), Financial Instruments: Recognition and 
measurement (IAS 39) requires the municipality to assess at each balance sheet date 
whether there Is any objective evidence that a financial asset or group of financial assets 
is impaired. The municipality, however, made a general provision for doubtful bad debts 
for receivables from exchange and non-exchange transactions amounting to 
R13 635 276 (2009: R11 444 720), which Is not in accordance with the Impairment 
requirements of IAS 39. As the relevant Information was not available I was not able to 
calculate what the impairment charge against receivables from exchange and non- 
exchange transactions and bad debts expense should have been If IAS 39 had been 
applied correctly. 

0 An unreconciled difference of R827 499 was Identified between the annual financial 
statements (R29 518 092) and the amount as per the supporting documentation 
(R30 345 591). I could not be provided with sufficient supporting documentation to 
reconcile this difference. 

e included In receivables from exchange and non-exchange transactions as disclosed in 
note 19 and 20, were balances amounting to R28 292 639 for which i was unable to 
obtain sufficient appropriate audit assurance as to the existence and valuation of these 
receivables from exchange and non-exchange transactions due to the fact that no 
payments were made for a period of two months subsequent to year end. 

• The management of the filing system did not function effectively, resulting in documents 
supporting receivables amounting to R2 877 987 not being provided for audit purposes. 

The municipality’s records and Information available did not permit the application of 
alternative audit procedures regarding trade and other receivables. 



Payables 

12. As a result of the matters detailed below, I was unable to obtain sufficient appropriate audit 
evidence as to the completeness, existence, valuation and allocation, and the municipality’s 
obligations to trade and other payables disclosed as R19 377 837 (2009: R9 455 843) in 
note 9 to the financial statements: 

® Sufficient supporting documentation could not be obtained for suspense accounts 
amounting to R239 687 and balances amounting to R1 536 472 disclosed under 
payables. 

e Un-accrued Invoices in respect of goods and services received before year-end 
amounting to R8 849 628 were detected. I was not able to quantify the total extent by 
which the surplus, accumulated surplus and trade and other payables were misstated. 

The municipality’s records and Information available did not permit the application of 
alternative audit procedures regarding trade and other payables. 

Value-added tax (VAT) 

13. The completeness, valuation, existence and the municipality’s obligations to the VAT 
payable disclosed as R2 595 076 (VAT receivable 2009: R1 817 661) In note 12 to the 
financial statements could not be confirmed, as no VAT reconciliations were performed 
during the year. In addition to this, cases were identified where Input VAT was erroneously 
claimed and Insufficient supporting documentation were attached to transactions processed 
to the VAT accounts. The municipality’s records and Information available did not permit the 
application of alternative procedures. 

Leases 

14. The existence, valuation and allocation of the lease assets disclosed as R1 550 677 In note 
14 to the financial statements and the lease liability disclosed as R1 070 183 in note 3 to the 
financial statements could not be supported with sufficient appropriate audit assurance. The 
municipality's records and information available did not permit the application of alternative 
procedures. 

Employee benefits 

15. The completeness and valuation of staff leave disclosed as R2 339 516 In note 8 to the 
financial statements could not be confirmed, as leave days to the value of R1 086 766 were 
not accrued for. The total extend of the misstatement could not be determined. The 
municipality's records and information available did not permit the application of alternative 
procedures. 

Related parties 

16. The completeness and valuation of related party transactions disclosed as R2 002 977 
(2009: R61 446) In note 57.4 to the financial statements could not be confirmed, as prior 
year related party transactions amounting to R8 256 200 were not recorded In the 
accounting records of the municipality and did subsequently also not reflect In the financial 
statements. Furthermore, sufficient appropriate audit evidence could not be obtained for 
current year related party balances amounting to R1 769 072. The municipality's records 
and information available did not permit the application of alternative procedures. 



Contingent liabilities 

1 7. Legal confirmation with regard to pending claims couid not be obtained from a lawyer that is 
Invoived in a number of cases on behalf of the municipality. Since the municipality s 
accounting records did not permit the application of reasonable alternative audit procedures, 

I was unable to obtain all the information and explanations ! considered necessary to gain 
adequate audit assurance as to the completeness and valuation of pending claims 
amounting to R703 684 that Is included in contingent liabilities of R2 066 736 

(2009: Ri 600 000), as disclosed In note 56 to the financial statements. 

Inventory 

1 8. Sufficient appropriate audit assurance as to the completeness, existence, valuation and 
allocation, and the municipality’s rights to inventory disclosed as R691 772 

(2009: R1 917 746) In note 18 to the financial statements could not be obtained due to the 
lack of a proper system to account for inventory, Inadequate supporting documentation and 
inadequate procedures during the year-end stock count. The municipality's records and 
information available did not permit the application of alternative procedures. 

Cash flow statement 

19. The accuracy and correct disclosure of the cash flow statement for the current and prior 
year could not be confirmed as some of the amounts disclosed could not be agreed to the 
rest of the financial statements. Owing to the lack of information and the material differences 
noted no alternative procedures could be performed to obtain the required audit assurance. 

Disclaimer of opinion 

20. Because of the significance of the matters described in the Basis for disclaimer of opinion 
paragraphs. I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 

Emphasis of matters 

21 . 1 draw attention to the matters below. My opinion is not modified in respect of these matters: 

Restatement of corresponding figures 

22. As disclosed in note 40 and 41 to the financial statements, the corresponding figures for 
30 June 2009 have been restated as a result of an error discovered during 30 June 2010 in 
the financial statements of the Nama Khoi Local Municipality at, and for the year ended, 

30 June 2009. 

Unauthorised and fruitless and wasteful expenditure 

23. As disclosed in note 47.1 to the financial statements, non-budgeted expenditure to the 
amount of R32 460 196 (2009; R28 250 010) was incurred during the current financial year, 
which is regarded as unauthorised expenditure. 



24. As disclosed in note 47.2 to the financial statements, fruitless and wasteful expenditure to 
the amount of R319 702 (2009: R284 460) was incurred as due care had not been taken, 
resulting in Interest Incurred for late payments. 

Additional matters 

25. 1 draw attention to the matters below. My opinion is not modified in respect of these matters; 

Material inconsistencies in information included In the annual report 

26. 1 have not obtained the other information included in the annual report and have not been 
able to Identify any material inconsistencies with the financial statements. 

Unaudited supplementary schedules 

27. The municipality provided supplementary information In the financial statements on whether 
resources were obtained and used in accordance with the legally adopted budget, In 
accordance with SA Standards of GRAP. GRAP 1 , Presentation of Financial Statements. 
The supplementary Information set out on pages xx to xx does not form part of the financial 
statements and is presented as additional information. 1 have not audited these schedules 
and accordingly I do not express an opinion thereon. 



REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 


As required by the PAA and In terms of General Notice 1570 of 2009 Issued in Government 
Gazette 32758 of 27 November 2009 , 1 Include below my findings on the report on 
predetermined objectives, compliance with the following key laws and regulations: MFMA, Local 
Government: Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) (MSA) and 
financial management (internal control). 

Predetermined objectives 

28. Material findings on the report on predetermined objectives, are reported below; 
Non-compliance with regulatory and reporting requirements 

No reporting against predetermined objectives, indicators and targets 

29. The Nama Khol Local Municipality did not prepare the annual performance report In terms of 
section 46 of the MSA, and section 121(3)(c) of the MFMA. 

Lack of Implementation of a performance management system 

30. The Nama Khoi Local Municipality did not Implement a framework that describes and 
represents how the municipality’s cycle and processes of performance planning, monitoring, 
measurement, review, reporting and Improvement will be conducted, organised and 
managed, including determining the roles of the different role players, as required In terms of 
section 36, 38 and 41(2) of the MSA, and regulations 7 and 8 of the Municipal Planning and 
Performance Management Regulations, 2001. 

Existence and functioning of a performance audit committee 

31 . The Nama Khoi Local Municipality did not appoint and budget for a performance audit 
committee, nor was another audit committee utilised as the performance audit committee, as 
required by regulation 14(2) of the Municipal Planning and Performance Management 
Regulations, 2001. 

No mid-year budget and performance assessments 

32. The accounting officer of the Nama Khoi Local Municipality did not (by 25 January of each 
year) assess the performance of the municipality during the first half of the financial year, 
taking Into account the municipality’s service delivery performance during the first half of the 
financial year and the service delivery targets and performance indicators set In the service 
delivery and budget Implementation plan, as required by section 72 of the MFMA. 

Compliance with laws and regulations 

Municipal Finance Management Act 

33. Contrary to section 1 of the MFMA, expenditure was not Incurred In accordance with the 
requirements of the supply chain management policy of the municipality or the requirements 
of the municipality’s by-laws giving effect to such policy resulting in irregular expenditure. 

34. Contrary to section 1 of the MFMA, expenditure Incurred was made In vain and could have 
been avoided based on the fact that reasonable care had been exercised resulting In 
fruitless and wasteful expenditure. 



35. Contrary to section 15 of the MFMA, expenditure was not incurred In accordance with the 
approved budget of the municipality and exceeded the limits of the amounts appropriated for 
the different votes in the approved budget resulting In unauthorised expenditure. 

36. Contrary to section 41(2) of the MFMA, no risk assessment was performed for the 
identification, consideration and avoidance of potential risks in the SCM system. 

37. Contrary to section 53(1)(c)(ll) of the MFMA, the mayor did not ensure that the council 
approved the municipality’s service delivery and budget Implementation plan within 28 days 
after the approval of the annual budget. 

38. Contrary to section 62(1) of the MFMA, the accounting officer did not take reasonable steps 
to ensure that full and proper records of the financial affairs of the municipality were kept In 
accordance with any prescribed norms and standards. 

39. Contrary to section 63(2)(c) of the MFMA, the municipality did not maintain a system of 
internal control In respect of assets. 

40. Contrary to section 64(2)(a) of the MFMA, the municipality did not have an effective revenue 
collection system. 

41 . Contrary to section 65(2)(e) of the MFMA, expenditure was not paid within the required 30 
days from the receipt of an Invoice, or such a period as prescribed for certain categories of 
expenditure. 

42. Contrary to section 65(2)(c) of the MFMA, the municipality did not maintain a system of 
internal control in respect of creditors and payments. 

43. Contrary to section 1 1 2(1 ) of the MFMA, the SCM policy was in conflict with the MFMA and 
the SCM regulations. 

44. Contrary to section 116(1)(a)(i) of the MFMA, goods and services were supplied by providers 
and payments made to providers without a written signed contract. 

45. Contrary to section 1 1 6(2)(b) of the MFMA, the performance of contractors was not 
monitored on a monthly basis. 

46. It could not be confirmed that the municipality had prepared financial statements In 
accordance with the legislative requirements to fairly present the state of affairs of the 
municipality, its performance against Its budget, its management of revenue, expenditure, 
assets and liabilities. Its business activities, its financial results, and its financial position as 
at the end of the financial year, as required by section 122(1) of the MFMA. 

47. Contrary to section 1 26(2)(e) of the MFMA, the municipality did not disclose all areas of non- 
compliance with the MFMA In the notes to the financial statements. 

48. Contrary to section 126(1)(a) of the MFMA. the municipality did not submit the financial 
statements within two months after the end of the financial year. 

Municipal Systems Act 

49. Contrary to section 57 of the MSA, the municipality had no performance contracts in place 
for section 57 employees. Consequently, no performance reviews were performed for the 
2009-10 financial year. 

50. Contrary to paragraph 5 and 7 of the Code of Conduct for Councillors in schedule 1 of the 
MSA, and paragraph 5A of the Code of Conduct for Municipal Staff Members In schedule 2 
of the MSA, annual declarations of Interest were not made by councillors, senior managers 
and the municipal manager. 

INTERNAL CONTROL 

51 . 1 considered internal control relevant to my audit of the financial statements and the report on 
predetermined objectives as well as compliance with the MFMA, MSA. DoRA and Municipal 



Structures Act of South Africa, (Act No. 117 of 1998), but not for the purpose of expressing 
an opinion on the effectiveness of Internal control. 

52. The matters reported below are limited to the significant deficiencies regarding the basis for 
disclaimer of opinion paragraph, the findings on the report on predetermined objectives and 
the findings on compliance with laws and regulations. 

« Leadership 

The leadership did not evaluate whether management had implemented effective internal 
controls by gaining in understanding of how senior management members had met their 
responsibilities in terms of preparing bank reconciliations, ensuring proper records 
management, maintaining an asset register and preparing the annual financial statements. 

The leadership did not take timeous and adequate action to address weaknesses in the 
finance and supply chain management directorate, which resulted in non-compliance with 
applicable legislation and gave rise to Irregular expenditure. 

The leadership did not sufficiently monitor the recording and reconciliation of the financial 
records. Sufficient control measures were not developed by the leadership to address the 
qualifications reported in the prior years as Identified in the action plan. 

The leadership failed to implement adequate controls to ensure compliance with laws, 
regulations and Internally designed policies and procedures. As a result, significant non- 
compliance issues were noted. 

• Financial and performance management 

Effective performance systems, processes and procedures as well as the management 
thereof had not been adequately implemented. Documentation supporting amounts 
disclosed in the financial statements In the annual report was not available. 

Finance staff had an insufficient understanding of the accounting framework. This 
contributed towards the numerous qualifications in the financial statements of the 
municipality. 

Inadequate filing procedures at the municipality have resulted in limitations of scope during 
the current and previous year’s audits. As a result significant difficulties were experienced in 
respect of the availability of information. 

The financial statements were subjected to material corrections resulting from the audit 
process which are attributable to the weaknesses in design and Implementation of internal 
control in respect of financial management, response to Identified risks and weaknesses In 
information systems. 


« Governance 

The financial statements contained numerous inaccuracies, which are attributable to 
weaknesses In the design and Implementation of Internal control In respect of financial 
management and financial reporting, and weaknesses in the Information systems. 

The municipality did not have a documented fraud prevention plan. Internal control 
deficiencies were not Identified and communicated in a timely manner to allow for corrective 
action to be taken. The Implementation of Internal and external audit recommendations was 



not monitored. This resulted in the prior year audit findings not being substantiaiiy 
addressed. 

A performance audit committee was not In operation for the financial year. 

OTHER REPORTS 
Investigations 

53. A consulting firm was appointed to conduct an investigation Into alleged irregularities with 
regard to the financial affairs of the municipality. The Investigation was still ongoing at the 
reporting date. 




Kimberley 



17 May 2011 
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